Optimal pricing and marketing planning plays an essential role in production decisions on deteriorating items. This paper presents a mathematical model for a three-level supply chain, which includes one producer, one distributor and one retailer. The proposed study considers the production of a deteriorating item where demand is influenced by price, marketing expenditure, quality of product and after-sales service expenditures. The proposed model is formulated as a geometric programming with 5 degrees of difficulty and the problem is solved using the recent advances in optimization techniques. The study is supported by several numerical examples and sensitivity analysis is performed to analyze the effects of the changes in different parameters on the optimal solution. The preliminary results indicate that with the change in parameters influencing on demand, inventory holding, inventory deteriorating and set-up costs change and also significantly affect total revenue.
Introduction
During the past two decades, there have been considerable efforts devoted to achieving profitability through pricing strategies. Indeed, companies can increase their market shares and maximize customer satisfaction through systematic pricing strategies. The primary concern with many optimal pricing strategies is to determine appropriate pricing to maximize profitability. Pricing strategy also determines how customers view and respond to different products or services. Appropriate pricing strategy depends on how to position products or services. Optimal pricing also helps competitors for developing pricing strategies. In fact, the key point in a competitive environment is associated with marketing and production decisions. Generally, three main strategies have been introduced for production and marketing sectors: Separate strategy, Joint strategy and coordinated strategy. The recent progress on pricing and marketing strategies leads to motivation increase for having more realistic optimal lot-sizing strategies.
In recent years, insufficient resources, increase on expenses and shorter life cycles of products have created motivation to plan for more integrated supply chain. Under such circumstances, pricing has become one of the most important factors on supply chain planning. a1111111111 a1111111111 a1111111111 a1111111111 a1111111111 [22] considered optimal pricing and procurement decisions with a one-period pure inventory model under deterministic or probabilistic demand. Sajadieh et al. [23] concentrated on a two phase supply chain comprising of one seller and one purchaser. They built up a coordinated production inventory marketing model for making appropriate decisions on the applicable profit-maximizing decision variable values. The proposed model depends on the joint total benefit of both the seller and the purchaser and determined the optimal ordering, shipment and pricing policies. Huang et al. [24] considered coordination of big business choices, including suppliers and component selection, pricing and inventory in a multi-level supply chain composed of multiple suppliers. The problem was modeled as a three-level dynamic noncooperative game.
There are literally several items, which are under deterioration and it is important to set-up an appropriate model for inventory management of such products.
A heuristic model was presented by Bahari-Kashani [25] for deciding the ordering schedule when an inventoried item is liable to deteriorate and demand changes linearly over time. Chung and Lin [26] considered discounted cash flow (DCF) to deal with the inventory replenishment issue for deteriorating items taking into account the time value of money over a settled planning horizon. They created models and optimal solutions with complete backlogging and without backlogging and demonstrated that the total variable cost function was convex. An inventory model for deteriorating items with a deficiency occurring at the supplier level, including a supply chain between the producer and buyer was produced by Rau et al. [27] . The results of their study showed that integrated decisions were more cost-effective compared with independent decisions on the supplier, producer or buyer. Hou [28] introduced an inventory model for perishable items with a time-varying stock dependent demand under inflation. It is expected that the supplier offers a credit period to the retailer and the length of credit period was a function of order quantity. Moreover, the motivation behind the study was to minimize the present value of retailer's total cost. System dynamics thinking to propose a new order system and conduct a systematical simulation were applied by Lee and Chung [29] . The consequences of acceptance and model testing for constructing model demonstrated that system dynamics simulation methodology was a good solution strategy. Chung [30] explored the impacts of stock and warranty dependent demand and also considered the relationship between imperfect, warranty policy and inspection scheduling. Additionally two-stage production and inventory deteriorating model were integrated in the study for renewal strategy and assessment plan for producing utilized time-weighted inventory approach. The results demonstrated that settled offering rate, the holding cost and the unit inspection cost were the basic variables in applying the deteriorating inventory model. Pricing strategy plays an essential role on deteriorating items and it is important to look for appropriate optimal pricing for deteriorating items. There are several studies on this subject. Deterministic inventory models on quantity discount, pricing and partial back ordering, for instance were considered by Wee [31] when the product in stock deteriorates over time. An optimal pricing and ordering policy of a deteriorating item with price sensitive demand was developed by Yang [32] . Since it is more advantageous for the seller in compare with the purchaser when both the purchaser and the seller were incorporated, a quantity discount pricing strategy was important to lure the purchaser to acknowledge the organization together. Dye et al. [33] analyzed an infinite horizon single product economic order quantity where demand and deterioration rate area were continuous and differentiable function of price and time, individually. Moreover, they also considered shortages and completely backlogged. The problem of dynamic pricing, promotion and replenishment for a deteriorating item subject to the supplier's trade credit and retailer's promotional effort were studied by Tsao and Sheen [34] . They embraced a price and time dependent demand functions to model the finite time horizon inventory for deteriorating items and also tried to decide the optimal retail price, the promotional effort and the replenishment quantity so that the net profits would be maximized. Huang [35] built up an integrated inventory model to decide the optimal policy on states of order processing cost reduction and permissible delay in payments. Both, the seller and the purchaser used information technologies to reduce the common costs. The order processing cost can be lessened by certain expenditures and influence lot-size decisions. At the same time, the presence of the credit period serves to reduce the cost of holding stock for the purchaser, since it decreases the measure of capital invested in stock for the term of the credit period. Dye [36] investigated deterministic economic order quantity model with generalized type demand, deterioration and unit purchase cost functions under two levels of trade credit policies. The goal was to locate the optimal values of selling prices, replenishment number and scheme which maximize the total profit over the finite planning horizon. Joint pricing and inventory control model for items which have non-instantaneous deterioration rate were considered by Maihami and Nakhai [37] . They embraced a demand function which was a function of the price and time. The shortage was permitted and partially backlogged. The real target was to decide the optimal selling price, the optimal replenishment schedule and the optimal order quantity, simultaneously such that the total profit is maximized.
One of the primary assumptions of most lot sizing problems is that demand is considered as constant. In some cases, demand is assumed as a function of price and marketing expenditures, but in all cases, the problem statement was intentionally designed in a form of geometric programming with a limited number of difficulties, e.g. 0 or 1. Such problems are often unrealistic and impractical. The fundamental assumption of this paper is that the demand was influenced by price elasticity, marketing, and after-sales service and additionally assumes that the costs are affected by the demand function.
In this study, a new optimal pricing model is suggested for deterioration items by considering total revenue and the costs of production, marketing, set-up, inventory holding, inventory deteriorating and after-sales service and also shows that the cost of production has different trends depending on the production size. After-sales service quality, proper price and advertising are the key parameters for the proposed model because they have greater impacts on consumers' purchase decisions. This paper presents a mathematical model which deals with a problem with the relatively high degree of difficulty. The resultant problem is formulated as a parametric GP with five degrees of difficulty and it is solved using recent advances in optimization techniques.
The paper is supported by various numerical examples and the results are analyzed under different scenarios. This study is believed to be the first to solve optimal pricing problems by under real-world circumstances where the proposed model is formulated as a GP problem with a relatively high degree of difficulty.
The rest of this paper is organized as follows; in section 2, the problem statement and underlying assumptions for developing the profit maximization GP are presented. In section 3, mathematical formulations of the GP model is proposed and then the procedure to detect the optimal solution is given in section 4 and section 5. The implementation of the proposed model is described using some numerical example in section 6. Finally, Section 7 presents the conclusions and directions for future research.
Nomenclature
The following notations are adopted for developing the mathematical model:
Decision variable

Assumptions
Here demand is a nonlinear function of price (P), marketing expenditure (M) and after-sales services (S) as follows
Where α > 1, 0 < δ < 1, 0 < σ < 1 and k is a scaling constant, α is price elasticity to demand (α > 1) (Lilien et al. [38] ). Parameter C is defined as a production cost per unit. In this study, C is a unit cost and can be discounted with β. Therefore, we have,
Where Q is production lot-size (units), r is the scaling constant for unit production cost. We assume that r 1 < 0 and r 3 <0. Note that the cubic form of the cost function is more realistic terms compared with previously used non-increasing exponential form.
In this model, no shortages are permitted and replenishment lead time is instantaneous and time horizon is infinite. It is also considered a single-product inventory system that deterioration rate is constant; where 0<θ<1.
Let I (t) be the product inventory level at any time t (0 t T). At first, the stock level will be Q. Duration of each period [0, T], demand and deterioration deplete the inventory level; furthermore, the change of inventory level regarding time can be portrayed by the following differential equation:
With boundary conditions I (0) = Q and I (T) = 0, the solution of the differential Eq (3) is as follow:
Note that when I (0) = Q, then the production lot-size for the duration of each period is as follows,
The proposed model This paper presents a mathematical model for a three-level supply chain, including a producer, a distributor, and a retailer. The proposed study considers the production of a deteriorating item where demand is influenced by Product selling prices (P Ã ), marketing expenditure (M Ã ), Production lot-size (Q Ã ) and after-sales service expenditure (S Ã ) and duration of each period (T Ã ). In the beginning of production schedule, the manufacturer produces a lot to meet the demand of the cycle and the product deteriorates over time. In our model, the production cost is a non-decreasing function of lot-size. Therefore, the problem is formulated as follows:
Total Revenue (TR):
In this paper, we assume the component of expenditure function includes: production, marketing, set-up, inventory holding, inventory deteriorating and after-sales service expenditures. These components are defined as follows:
I. Annual Production Cost (PC):
II. Annual Marketing Cost (MC):
III. Annual Set-up Cost (SC):
IV. Annual Inventory Holding Cost (IHC):
Taylor series can be expressed as follows for small amount of θ:
Therefore, the inventory holding cost function is as follows:
On the other hand, holding cost can be defined as a function of production cost as follows:
Finally, the inventory holding cost can be written as follows:
V. Annual Inventory Deteriorating Cost (IDC):
Using Taylor series approximation, annual inventory deteriorating cost can be written as follows:
VI. Annual After-Sales Service Cost (ASC): 
This particular form of relationship is a signomial function, which can be converted into posynomial parametric GP problems.
The optimal solution of such a problem can be determined by GP method which is explained in details in the following section.
Optimal solution of model
The mathematical function for model (18) is written as follows, Max PðP; Q; M; T; SÞ
Let n and m be the number of terms and variables in the primal problem (19) , respectively. Then the degrees of difficulty (d) for the resulting GP problem are d = n − (m +1).
We have n = 19 & m = 5. So there d = 19-(5+1) = 13. We need to make some necessary modifications in order to change the problem in to a posynomial GP model and reduce the degrees of difficulty of the proposed model. For this purpose, we use a Taylor series approximation for annual inventory holding cost and annual inventory deteriorating cost.
So we have:
The problem ( 
Method of problem solving
We consider two parameters R 1 and R 2 .
Max PðP; Q; M; T; SÞ
We propose a variable Z as follows:
Max PðP; Q; M; T; SÞ ¼ Z ð25Þ
Also, we have:
For the first restriction, we have:
We have:
And also:
For the second restriction, we have:
Finally, we have:
Therefore, we obtain:
The final model obtains as follows:
Solution approach, numerical experiment and sensitivity analyses
Solution approach
Therefore, the model (53) is a posynomial GP with five degrees of difficulty (Duffin et al. [5] ) and to find the optimal solution of the problem, the CVX modeling system (Grant & Boyd [39]) is used.
A numerical example
Consider a particular manufacturer who plans to determine the production lot-size, total revenue, production cost, marketing cost, set-up cost, inventory holding cost, inventory deteriorating cost and after-sales service cost. For this example, assume that the parameters are as follows: k = 1000000; α = 1.25; δ = 0.003; σ = 0.002; a = 3; Moreover, assume production cost is calculated as follows. One of the primary assumptions in most optimal pricing methods is that the production cost is a non-increasing function of lot-size. This assumption does not hold for many real-world applications since the cost of unit production may have decreased trend up to a certain level and then it starts increasing for many reasons such as an increase in wages, depreciation, etc. However, the production cost eventually has a declining trend that can be demonstrated in terms of cubic function and the resulted optimal pricing model can be modeled in Geometric Programming (GP).
Fig 1. The cost of production (C) versus lot-size (Q).
It can be observed from Fig 1 that as the lot-size (Q) value increases, production cost decreases except for a specified period (Range 18,000 to 30,000). The reason for this issue goes to the difference between the cost of production in the day and night. It should be noted that, some expenditures during the night time such as wage rates, costs of lighting and heating workspaces, transportation costs and etc., are higher comparing to daytime.
Sensitivity analyses
In order to understand the behavior of the proposed method when different parameters change, we have solved the proposed model different times by changing the parameters as Table 1 shows the computational results. Optimal pricing and marketing planning for deteriorating items
In order to have a better understanding of the behavior of the algorithm used for the model presented in this paper, we need to carefully analyze the behavior of the optimal solution with regard to changes in each parameter of the GP model. In the following sub-sections, we separately evaluate and monitor the effects of changes in various parameters of the proposed power functions on the optimal values of decision variables. However, due to high degrees of nonlinearities of the model and interdependencies of some decision variables, it is not always possible to expect a certain behavior of the decision variables.
Changes in parameters of the demand function
To perform the first step of sensitivity analysis, we considered changes in the input parameters of the demand function on the optimal solution and the results are shown in Fig 2-Fig 7. In all figures, the horizontal axis represents different numbers of instances (n) and the vertical axis shows the optimal selling price per unit (P Ã ), optimal marketing expenditure per unit (M Ã ), optimal production lot-size (Q Ã ), optimal after-sales service expenditure per unit (S Ã ), optimal duration of each period (T Ã ) and optimal profit (P Ã ).
Effects of changes in α on optimal solution. Firstly, the impacts of changes in values of α on the optimal solution are considered. We investigate different values of α as follows: α = α 0 + 0.25, where α 0 = 1. We observe from Fig 2. 1 that as α increases, the optimal selling price (P) decreases. This is because of an increase in price elasticity to demand that made the company to decrease its product price in order to maintain the desired market share. As shown in Fig  2.2 and Fig 2.3 , with the increase in α, the optimal marketing expenditures and after-sales service cost decrease. Fig 2.4 and Fig 2.5 illustratethe behavior of the lot-size (Q) with the consideration of changes in the demand elasticity of price (α) and it can be seen that when the value of α increases, the value of lot-size (Q) decreases and will reduce T. As shown in Fig 2. 6, generally when customers have highly price sensitivity, the company faces a high risk of losing some of them and this can lead to declining profit. Though through a reduction in the product's price, the market share can be maintained while, the sales revenue will fall. Therefore the company can reduce its total production and inventory holding costs and hence faces huge losses in profit by reducing the lot-size (Q). Effects of changes in δ on optimal solution. In this section, we examine the effects of different values of δ i.e. δ = δ 0 + 0.003, where δ 0 = 0 on profit maximization. As can be seen from Fig 3. 1, by increasing marketing expenditure elasticity to demand (δ), the marketing expenditure (M) increases. Fig 3. 2 illustrates the behavior of the lot-size (Q) with consideration of changes in the demand elasticity of marketing (δ). From this figure, it can be seen that when the value of δ increases, the value of lot-size (Q) increases. As shown in Fig 3.3 and 3 .4, an increase in demand and lot-size (Q) result in an increase in after-sales service expenditure (S) and T. In order to offset the increase in costs, the selling price per unit (P) increases (Fig 3.5) . As to be concluded, by increasing expenditure, total profit decreases, as well (Fig 3.6) .
Effects of changes in σ on optimal solution. We have also investigated different values of σ on profitability, when σ = σ 0 + 0.002, with σ 0 = 0. The behavior of after-sales service expenditure elasticity to demand (σ) is similar to marketing expenditure elasticity to demand (δ). After-sales service expenditure can be included many items such as on-time delivery, customer support, product satisfaction, and repurchase intent. Optimal pricing and marketing planning for deteriorating items Effects of changes in k on optimal solution. We have considered the effects of different values of k on profitability based on k = k 0 + 1000000, where k 0 = 0. As seen From Fig 4. 1, the demand maintains upward trend with an increase in k. The increase in demand results in an increase in production lot-size (Q). From Fig 4. 2-4.4 as k increases, duration of each period (T) increases and the marketing expenditure (M) and after-seals service cost (S) decrease. According to Fig 4.5 and 4 .6, the company has to decrease its selling price per unit (P) in order to maintain the desired market share and increase its profit.
Effects of changes in i on optimal solution
We have also examined diverse estimations of i as follows: i = i 0 + 0.25, where i 0 = 0. We can observe from Fig 5. 1, when inventory holding cost increases, Lot-size (Q) should be decreased with the purpose of diminish inventory. Also, increasing in marketing (M) and after-sales service expenditure (S) will lead to increase product sale (Fig 5.2 and 5.3) . In this situation, the company has to increase selling price in order to offset costs and increase the revenue (Fig  5.4) . From Fig 5.5 it can be seen that by decreasing Lot-size and increasing demand, duration Optimal pricing and marketing planning for deteriorating items of each period (T) will be decreased. Finally, as expenditures increase the profit decrease (Fig 5.6 ).
Effects of changes in a on optimal solution
We consider different values of a based on a = a 0 +1, where a 0 = 2. According to Fig 6. 1, when set-up costs of the production (a) increases, the company has to increase selling price (P) in order to offset costs and increase revenue. As shown in Fig 6.2 and 6 .3, by increasing marketing expenditure (M) and after-sales service cost (S) (more advertising and better quality service) the amount of sell then increase. In this situation by increasing demand, Lot-size (Q) and duration of each period (T) increase (Fig 6.4 and 6 .5). That is clear as expenditure increase the profit decrease (Fig 6.6 ).
Effects of changes in θ on optimal solution
We have also considered θ = θ 0 + 0.001, where θ 0 = 0, for different values of θ to analyze the profit function. As shown in Fig 7. 1, the price of the product (P) should be increased with the Optimal pricing and marketing planning for deteriorating items purpose of offset company losses when inventory deteriorating rates (θ) increase. As can be seen from Fig 7.2 and 7 .3, the costs of advertising (M) and after-sales service (S) increase in order to increase the amount of sale, advertising and after-sales service. Fig 7. 4 and 7.5 illustrate a decrease in the lot-size (Q) and duration of each period (T) when inventory deteriorating rates increase for avoiding increase in inventory deteriorating costs. Last of all, an increase in costs typically causes a decrease in profits (Fig 7.6) .
Conclusions
This paper has concentrated on a single-product inventory system for deterioration items. We have presented an algorithm to determine the optimal price, lot-size production, marketing expenditure, after-sales service expenditure and duration of each period. This model contains total revenue, production cost, marketing cost, set-up cost, inventory holding cost, inventory deteriorating cost and after-sales service cost.
We have considered production rate to be a linear function of demand. The model presented in this paper also considered demand to be a function of price, marketing and after- Optimal pricing and marketing planning for deteriorating items sales service. The resulting problem formulation is a signomial problem with five degrees of difficulty. We have used Geometric Programming to determine the optimal solution of the proposed model. Therefore, the CVX optimization toolbox, run in the MATLAB environment, is applied in order to solve this non-linear optimization problem. Numerical examples have been used to present the implementations of our algorithm. One of the extensions of our model is to consider the proposed model for a multi-product case with some linear constraints. Such a problem cannot be easily converted in to a transformed posynomial problem and would be an interesting area for future research. 
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